City of Long Beuach Memorandum
Working Together to Serve

Date: March 10, 2015

To: ‘?Patrick H. West, City Manageﬁ:ﬂ”

From: John Gross, Director of Financial Management.
For: Mayor and Members of the City Council

Subject: Request for National Civic Review article at March 3, 2015 City Council
Budget Study Session

In the spring of 2012, the National Civic League published a case study on fiscal
sustainability and political culture in Long Beach, California. Per the request made by the
City Council during the March 3rd Budget Study Session, the case study is attached.

The case study discusses how Long Beach managed its deficit during the past decade
using pension reform, proportionate share, structural reform and innovation.

If you have any questions regarding this matter, please contact Budget Manager Lea
Eriksen at 8-6533.
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, .|, when the mayor of Long Beach,
California, submirred his fiscal vear 2012 budget
proposal to the city council, there was a snag. A
three-member faction of the council proposed what
it called a “Public Safetv and Quality of Life Protec-
tion Plan” to restore nearly half the cuts proposed
by the mayor and city manager in an ongoing ef-
fort to reduce the city’s structural deficit. The idea
was to use a onetrime windfall in the city’s uplands
oil fund—Long Beach has its own oii wells—to,
among other things, maintain existing staffing levels
within the police and fire departments. Ordinarily,
protecting the public safety budget is the mantra
of local governments, a political reality that re-
flects both citizen support for police and fire services
and the clout of public employee unions, but this
time a majority of the council stood with the man-
ager and mayor, suggesting the possibility, at least,
that Long Beach may have a new mantra: “fiscal

sustainability.”

Long Beach public managers and elected officials
have been using the language of “sustainability”
since 2003, when whar some have described as a
“perfect storm” of fiscal conditions shocked the city
into undertaking a three-vear strategic plan to ad-
dress the city’s “structural deficit,” which could be
defined as the difference between ongoing costs and
ongoing sources of revenue. The process marked a
change in the city’s approach to budgeting. In the
past, city officials had negotiated from a position of
relative weakness with emplovee labor groups, spent
windfalls on onetime budger solutions, and failed to
build reserve funds for future needs. Since 2003,
however, the city has pursued a far more prudent -
nancial course, exacting major cuts in expenses and
staff positions and reorganizing bureaus and divi-
sions to reduce administrative costs and consolidate
highly paid senior management positions. More re-
cently, the city has made progress in addressing its
most pressing Ascal challenge, unsustainable pension
liabilities.
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Background

Long Beach is the second largest city in the Los An-
geles metropolitan region and the seventh largest in
the state. Long Beach is one of the most racially,
linguistically, and demographically diverse cities in
the United States, with a median income below the
state average and a higher-than-gtate-average unem-
plovment rate. Gang activity continues to be a prob-
lem for local law enforcement agencies, With one of
the busiest container ports in the country, it has an
economy that is a mix of old and new—aerospace,
oil production, shipping, business services, public
sector jobs, and tourism. During rhe 1990s, with
the end of the Cold War and thanks to the closing
of U.S. Navy operations facilities and a downturn
in the aerospace industry, the city’s economy lost
tens of thousands of jobs. City officials have tried
to make up for the job losses with an aggressive
redevelopment strategy, using tax increment financ-
ing to foster a more diversified economic base and
revitalize the waterfront/downtown area and, more
recently, some of the city’s older neighborhoods.
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BY MICHAEL MCGRATH

Un:il 2002, Long Beach had been operating un-
der what city officials have described as a “man-
ageable™ structural deficie, flling budgetary holes
with onetime revenue sources to make it from fiscal
year to fiscal year. Since the 1990s, losses in rev-
enue to the state have included $15 milfion in prop-
erty taxes to the Education Revenue Augmentation
Fund, $900,000 in added property tax collection
costs, andd $300,000 from the cigarette tax. A lo-
cal inidiative ro reduce the annual ucility users’ rax
resulted in the loss of more millions in revenues. In
the meantime, state mandares added costs to the city
of about $3 million per year. Local sales taxes and
hotel taxes were flat. The lowered revenues and in-
creased costs had created a gap of about $46 million,
In 2002, the Long Beach city manager developed a
budget with more than $37 million “one-times,”
that is, nonrecurring revenie sources, to balance the
budget.
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Thres.Year Strategic Plan

When a new interim ciry manager was appointed,
he was tasked with addressing the structural deficit
challenge by developing a three-vear financial strate-
gic plan. It was an unusual opportunity to do
something ambitious and politically risky, noted one
public manager. Jerry Miller, the interim city man-
ager, was not interested in a permanent appoint-
ment and dida’t have to worry as much about the
political fallout. An internal management team of
department heads was assembled to generate bud-
get scenarios. A ten-person budget advisory com-
mittee {BAC) was appointed by then-mayor Beverly
O’Neill. During the months of November and De-
cember 2002, a “Voice Your Choice Community
Survey on City Services” gave residents the oppor-
tanity to rate fifty-one city programs in nine ser-
vice areas in rerms of their importance: “essenual,”
“important,” “nice to have,” and “not important.”
English-, Spanish-, and Khmer-language versions of
the survey were distributed at city buildings. The
survey, which was posted on the city Web site and
published in the Long Beach Press-Telegram and
the Long Beach Business Journal, received abour
15,000 responses. In the survey results, citizens rated
the most essential services as things such as health
code enforcement (52 percent), gang prevention {56
percent), and fixing potholes (61.9 percent) and side-
walks (55.8 percent). Among the most common cut-
back suggestions from the public were comments
such as “cut managers and management salaries,”
“stop the use of expensive consultants,” “optimize
services by consolidating services performed by two
or more departinents,” “eliminate feather-bedding
in the Fire Department,” and “reorganize police de-
partinent.”

» o

On November 23, 2002, a community meeting on
city services was held at the convention center. Com-
munity members were invited to hear about budget
challenges, view the preliminary results of the sur-
vey, and discuss services with city staff members
and to offer suggestions on savings and possible new
sources of revenues, More than 800 people attended
this first forum. During the forum, council members
and BAC members met with members of the public
to share ideas. Small-group meerings were held, and
priorities were listed by the public participants. The
information from the forum and survey was taken
back to the management team, which divided up
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into various groups—quality of life, nuts and bolts,
public works, city infrastrucrure, and technology-—
based on expertise. For three months, the teams mer
three times a week to go through the various scenar-
ios. In January 2003, the three-vear financial strare-
gic plan was submitted to the city council. Quoting
fram the final strategic planning document:

Reductions in management and administra-
tive staffing throughout the organization make
up a significant portion of overall cost re-
ductions in the proposed Plan. These reduc-
tions equal approximately 13.2 percent of the
overall plan solutons, toraling $11.3 millien
in reduced expenditures. Management staffing
would be reduced by close o 25 percent or
approximately 48 positions in General and re-
lated fund programs over the next three years,
with an estimated $5.3 miilion in savings.
{See http/fwww.longbeach.gov/civica/flebank
/blobdload.asp?BloblD=3307}

During the next eight years, the city would cut more
than $144 million from 1its general fund budgets,
eliminate mare than six hundred employee positions
{about 19 percent of the general fund workforce),
and increase revenue sources by about $40 million,
consolidating bureaus and divisions to streamline
the organization and removing hundreds of vehicles
from the city fleet. Staff members were asked to do
more with less, and citizens were asked to rolerate
longer wait rimes for certain city services or to use
their own resources to address service needs. For
example, the city now has a longer wait time for
sidewaik repairs and wree trimming, bur members of
the public can agree to pay their share of the costs to
get the job done sooner or to hire their own private
contractors.

Pension Reform

The financial crisis of 2008 marked a new stage of
Long Beach’s quest for fiscal sustainability, a move
away from the public engagement/collaborative
problem-solving strategy of the period from 2002 o
2003 to a more traditional top-down approach of
negotiations, maneuverings, and structural changes
led by elected and appointed public offcials. There
was an emphasis on holding the line against
“one-rime” budget fixes and in renegotiating labor
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contracts to make city benefits packages more “sus-
tainable.” Between 2008 and 2010, the Califor-
nia Public Employees’ Retiremnent System (CalPERS)
lost an estimated $70.2 billion, or about 30 per-
cent of its assets. These market losses meant higher
contributions from the cities. Long Beach wasn't a
merely passive victim of the pension crisis. Since the
1990s, the city has been paving both the employer
and the employee shares of PERS fees in fieu of
actual salary increases, which the city could ill af-
ford. Ordinarily, an employee is supposed to pay a
percentage of his or her salary for the PERS con-
reibution, with the employer contributing a certain
percentage. After 1999, as pare of a statewide trend,
the city agreed to increase the formula for calcu-
lating annual retivement benefits, an arrangement
that was made during a buoyant national economy
when PERS was said to be “super-funded,” mean-
ing that no annual contribution from the city was
needed thanks to a surplus in the PERS investment
fund. If unchecked, the growth of employee costs—
salaries and benefits—threatened to devour the city’s
budget.

Lok bl ms
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The current mayor, Bob Foster, a former chief ex-
ecutive of Southern California Edison, has been a
strang advocare of changing the city’s pension poli-
cies to make them sustainable. It was a central theme
in his 2012 budget message, in which he argued that
hindsight “would have urged us o buld a reserve
or make a payment in case circumstances changed.
We did neither. Not only did the city increase pen-
sion benefits going forward buc [it] also made the
mereases retroactive to be inclusive of all the years
employees had worked, The spending of the ‘wind-
fail’ 1s the single largest cause of our present diffi-
culties.” In 2010, Foster proposed using contracted
raises 10 pav for the emplovee share of pension
costs. Under this proposal, the employee’s contri-
bution would increase until his or her full share
was reached. Additionally, he proposed that new
emplovees would have different pension provisions.
For public safety employees, the new retirement age
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would be fifty-five rather than fifty and the formula
would change from 3 percent per year of service to
2 percent, For all other emplovees, the retirement
age would move from fifty-five to sixty and the for-
mula from 2.5 percent to 2 percent.

With these changes, the mavor suggested, the city’s
structural deficit could be cut in half during the
next three years, allowing the city to preserve lev-
els of service and avoid layoffs. The city manager,
chairman of the city council budger oversight com-
mittee, and council majority supported this strategy
as the basis of future labor negotiations. A break-
through was reach in August 2011 when the two
largest unions, the police and firefighters’ associa-
tions, agreed to renegotiate their contracts. Those
public safety agreements alone are projecred to save
the city nearly $100 million during a period of ten
Vears.

Praportiongte Share

Today police and fire services account for about
70 percent of the annual budger, up from about
58 percent of the budger only ten vears ago. Unil
recently, public pressure to preserve police and fire at
all costs has meant that the other departments had
to shoulder the lion’s share of these severe budget
reductions. Two years ago, with support from the
city council majority and mayor, the city manager
adopted a new policy known as proportionate share,
ensuring that the proportion of the municipal budget
taken up by public safety would go no higher than
70 percent, so that future cuts in the budget would
be shouldered by each department proportionally.
The strategy is to look at departments that have ex-
perienced growth and to require those departments
to make appropriate reductions to keep their growth
under control, The policy means making painful cuts
in police and fire services, as reflected in the 2012
budget, but withowt this policy, the city would have
to exact draconian cuts in libraries, sidewalks, code
enforcement, animal control, and parks to mainrain
its goal of structural balance.

Without proportionate share, city officials have es-
timated that 100 percent of the Long Beach gen-
eral budget would go roward public safety by the
year 2030. The proportionate approach has been
adopred by the city staff and supported by the
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mavor, the chairman of the budger oversight com-
mittee, a majority of the council, and, seemingly,
the community. “We need to have the ability and
political support 1o say we can’t just have a police
and a fire department at the expense of everything
else,” said one public manager interviewed for this
study. “Our community accepts thar now, Eight or
nine years ago, if vou would have cur one police offi-
cer, it would have been a huge thing.” Proporuonate
share has had the added effect of creating incentives
for employee unions to renegotiate pension benefirs
to avoid more draconian departmental reductions.

Structural Beform

Long Beach has a city manager/city council form of
government, but over the vears has departed from
the “pure” model, which featured at-large council
districts, mayors elected from the council, and no
separation of powers between elected officials. In
Long Beach, a nine-member ¢itv council is elected by
district with no at-large seats. The mavor is elected
citvwide by popular vote instead being elected from
the council or serving on a rotating basis. In 2007,
the charter was further amended to give the mayor
enhanced powers over the budget. Though the of-
fice has no vote on the council, the mayor pre-
sides over council meetings and reviews and presents
the annual budgets developed by a professional
city manager, The mavor also has veto power over
city council actions, including the ability to veto
line items in the budget. The council can override
the mayoral veto with a two-thirds majority. The
change in mavoral powers was proposed by the cur-
rent mayor, Bob Foster, who advocated the change
precisely to give his office a stronger leadership role
in the budget process. The mayor has from July wn-
til August to review the budger drafted by the city
manager and present it to the council with 2 mayor’s
budget message, which allows him 0 arniculate a
clear message on budget priorities.

In his last two budget messages, Foster has focused
on the need for pension reform, building the city’s
reserve, matching ongoeing costs with ongoing rev-
enues, and protecting the city’s oil fund by mak-
ing conservative projections of the cost of oil. Last
year, for example, the projected price was $55 a
barrel, much fower than the actual price of about
$95 a barrel, which gave the city a windfall of abour
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$10 miilion. Cirizens and interest groups, however,
have successfully resisted structural change in some
cases. A proposal by the mayor to merge the city’s
appointed civil service commission with a modern
hizman resources department failed at the ballot box.
Another charter revision initiated by the public dis-
courages contracting out city services, a strategy that
some cities have pursued, Qursourcing requires a
finding that “the work or services to be contracted
for can be performed by a private contractor as effi-
clently, effectively and at an estimated lower cost to
the City than if said work or services were performed
by emplovees of the City.” The citv is currently do-
ing an analysis on contracting out street sweeping,
vehicle towing, and other services, but some council
members have resisted.

inngvation

As one elected official interviewed for this study
noted, innovation isn’t all that easy with the pen-
sion growth sword of Damocles hanging over vour
head, but the city has continued to innovate and find
new ways of addressing issues, such as homeless-
ness in the downtown area and air pollution from
trucking activities to and from the port. Long Beach
recently entered a focal-state-private partaership to
build a $490 million courthouse. Through its rede-
velopment agency, it was able to purchase land for
the new courthouse and do a swap with the state
for the existing courthouse, which is considered ob-
solete. The project features a design/build/operate
agreement with Long Beach Judicial Partners, a pri-
vate company. The group made an agreement with
the city to build the courthouse on land owned by
the redevelopment agency, which will receive title to
the valuable oceanfront (Ocean Boulevard) property
where the old courthouse stands.

The company agrees to maintain the property for
a period of 30 vears, at which point the state
would be given ownership. This arrangement fits
with Mavor Foster’s belief that government 1s un-
reliable when it comes to spending on infrastruc-
ture and maiantenance. Another innovation is the
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city’s new Go Long Beach application. The smart
phone app makes it easier for citizens to report pot-
holes, graffiti, sidewalk damage, weed-strewn lots,
downed streedights, or missing street signs. The app
forwards the report, a picture, a description, and
the exact GPS coordinates to police or work crews,
which are able to respond more rapidly to the prob-
lem. Long Beach is the largest city in Southern Cal-
ifornia to use mobile technology in this way. More
recently, it has introduced mobile applications so
people can easily find public art installations and
another for downtown restaurants.

Lonciusion

Fiscal sustainability is an ideal that cannot be dis-
cussed without considering the external pressures
on local governments. For instance, recent atterpts
by state government to eliminate local redevelop-
ment agencies could have a dramatic impact on Long
Beach’s budget and economic well-being. The city
has staked a lot on the use of tax increment financing

to diversify the local economy and revitalize older
urban districts. Not surprisingly, local officials have
strongly supported a lawsuit by the League of Cali-
fornia Cities and the California Redevelopment As-
sociation to oppose the new policy. Cities across the
country are facing severe fAnancial challenges, but
the challenge of fiscal stewardship is even greater
in California, where economic voladlity, polincal
polarization, and efforts by the state to balance its
budgets at the expense of localities makes fiscal sus-
tainability a constantly moving target. Most, though
not all, of the public managers and elected officials
interviewed for this case investigation judged Long
Beach to be a success story.

Long Beach’s 2012 deficic of abour $20 million is less
than half the size of deficits in some other California
citiecs of similar size. The city has no direct, out-
standing general obligation debt and, consequently,
no official credit rating, but according to the city
treasurer’s office, it has an “implied” credit ratng
of AA—{S&7P); Aa2 (Moody’s), and AA (Firch}. Long
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Beach hasn’t eliminated its structural deficit, but
recent agreements with the police and fire unions
to renegotiate pension costs bode well for furure
budgets. Fiscal sustainability is not just a matter of
balancing budgets. Levels of service and citizen sat-
isfaction have to be factored into the equation, In
Long Beach, the unceasing campaign of cost cutting
seems to have occurred wirhour unacceptable reduc-
tions in services or anger on the part of cirizens.

Interestingly, in a recent study by the Knight Foun-
dation and the Gallup organization, Long Beach
scored very highly in levels of “community attach-
ment,” second only to Boulder, Colorado. Citizens
expressed particularly high ratings for their parks,
playgrounds, and trails, and this score was higher
in 2010 than in 2009. Crime statistics suggest cuts
and changes in the police department have not dam-
aged public safetv. In fact, violent crime rates have
declined steadily during the past six years.

Long Beach was clearly on an unsustainable finan-
cial course in 2002, when the citv held a community-
wide conversation on budgets and levels of service.
Via surveys and public meetings, the public commu-
nicated its desire to begin with cuts in administrative
costs and o preserve core services, such as police,
fire, and parks, This was hardly a surprising out-
come, burt city staff and public officials built trust
and credibility by honoring this mandate, no matter
how vague or predictable, by starting its budget-
cutting regime by addressing administrative costs
and organizational changes that would consolidate
or eliminate highly paid senior positions. As the bud-
get crisis continued and more severe cuts in city scr-
vices were deemed necessary, the political will on
the part of elected and appointed officials had been
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established. Advocates of public engagement mighe
find thart it was not as deep or as participatory as it
could have been. Most of the spadework was done
internaily, and the public engagement strategy did
not grow or deepen as the budger crisis conunued.
Instead, the city has adopted a strategy that could
better be described as “transparency” than “en-
gagement,” focusing on accessible public documents
(for example, a very casy-to-understand “Cirizen
Budget Book™). Council meetings and budget over-
sight committee meetings are videoraped, archived,
and available on the city’s Web site, as are budget
documents.

The fnancial future is uncertain, but efforts to ad-
dress the question of structural balance dating back
to 2003 put Long Beach in a better position than
other cities of similar size to face the fiscal crisis that
erupted in 2008. The city would have beenin an even
better position if it had never negotiated overly gen-
erous and unsupportable pension agreements with
employee unions, had paid closer attention to the
need to build reserve funds, and not spent onctime
revenues on patchwork fixes of short-term deficits.
Long Beach has made an important frst step on
the road to sustainability, which is to change the
political and organizational culture, to build con-
sensus for tough decisions, and to think in terms of
structural balance, multivear projections, prioritiz-
ing essential services, and adopting a more realistic
negotiating posture with public employee unions.
All of this has been accomplished without dramatic
reductions in the quality of services or widespread
public anger, dissatisfaction, or insurmountable
opposition.
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